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PAKISTAN: Key Economic Indicators 
(All Years are Pakistan Fiscal Years [PFY] 
July 1 through June 30) 
Percent 
PFY 83 PFY 84 PFY 85 Change 
(Actual) (Rev.) (Prov.) Over PFY84 


Gross National Product(Rs Million) 369,193 413,320 465,460 

Population (Millions) 89.12 91.88 94.73 

GNP Per Capita (Rupees) 4,143 4,498 4,914 

Exchange Rate (Year Average) 12.70 13.48 15.10 
(Rupees per US Dollar) 


Annual Real Growth Rates (Percent) 
(PFY 1959-60 Factor Cost) 

Gross National Product 

Gross Domestic Product 

Agriculture 

Manufacturing (incl Mining) 

Services 

Public Admin and Defense 


Sectoral Share in Current GDP (Percent) 
Agriculture 

Manufacturing 

Services 

Public Admin and Defense 


Expenditure and Savings Ratios 
Consumption/GNP 

Gross Domestic Investment/GNP 
Gross Domestic Savings/GDP 


GDS/Gross Domestic Investment 
Gross National Savings/GNP 


Public Finance (Rupees Million) 

Revenue 59,181 72,290 77,029 
Autonomous Bodies (Net) 2,286 2,565 1,906 
Expenditures 87,121 100,002 127,250 
-—Current (59,686) (73,411) (85,374) 
—-Development (27,435) (26,591) (31,876) 
Overall Deficit -25,654 -25,147 -38,315 
Financing 25,654 25,147 38,315 
--External (Net) 5,162 5,001 5,279 
--Domestic NonBank 14,368 12,280 15,455 
--Banking System 6,124 7,866 47, 501 


UUrERPER 


WUUNNWOANUDA 
o 
UWUUOADLFPWOWNND 


ew 
NN 


Price Indices (PFY 76=100) 


=-Consumer (Year-End) 183.67 199.40 213.97 
—Wholesale (Year-End) 182.27 200.90 208.38 


Balance of Payments (Million Dollars) 
Trade Balance -2,989 -3,324 -3,689 
--Exports, F.0.B. 2,627 2,669 2,399 

(To U.S.) (163) (242) (256) 
--Imports, F.0O.B. -5,616 -5,993 -6, 088 
-(From U.S.) (-521) (-649)  (-628) 
Invisibles (Net) 2,435 2,293 1,885 
-—-Of which: Remittances (2,886) (2,737) (2,450) 
Current Account Balance —554 -1,031 <-1,804 
Gross Aid Disbursements 1,301 1,176 1,294 
Basic Balance 722 -175 -925 -428.6 
Total Reserves (End June) 1,910 1,778 848 -52.3 
—(In weeks of Imports) (17.7) (15.4) (7.2) 


Sources: Pakistan Economic Survey 1984-85, Monthly Economic Statistics, 
and Embassy estimates. 





SUMMARY 


After a year of sluggish growth in 1984, Pakistan's economy recovered in 
Pakistan Fiscal Year 1985 (July 1984 - June 1985). Based on near-record 
growth in agriculture as well as a sharp upturn in industrial production, 
gross domestic product (GDP) expanded by 8.4 percent. This growth in 
production, however, could not be translated into higher exports or into 
increased public revenues, and the country's balance of payments position 
deteriorated markedly. Export receipts fell below original projections, and 
remittances from emigrant workers continued to decline. Increasing foreign 
debt service obligations also contributed to the substantial drawdown in 


reserves. Pakistan held foreign exchange adequate to cover only about seven 
weeks of imports at year end. 


Pakistan is in the process of rebuilding democratic institutions. Last 
December, the President won election to a five-year term; freely elected 
representatives of the people meeting in federal and provincial assemblies 
are now actively participating in the formulation of government policies. 
Pakistan's capable private sector appears increasingly confident about 
prospects for future political stability. The Government, for its part, has 
affirmed that the private sector is to serve as the engine of industrial 
growth and as a catalyst for increased agricultural productivity. 


The Government has brought the country's banking system into compliance with 


the Koranic prohibition on interest. The new interest-free financing modes 
are being applied in a flexible way and in a pragmatic fashion. At this 
point, the final impact of Islamization on the financial system or the 
business community is not fully clear, but we are aware of no important 
dislocations in economic activity. 


Since 1977, Pakistan has moved to correct some of the major structural 
imbalances in its economy. Progress has been made, as Pakistan's improved 
economic performance in recent years reflects, but more remains to be done 
to increase domestic resource mobilization, improve public investment, 
restructure industrial and trade incentives and pricing policies, and 
strengthen institutional support in a number of such key areas as 
agriculture, energy, and industry. 


Prospects are bright for American business in Pakistan. This year's 
economic expansion indicates that Pakistan will continue to be a growing 
market for U.S. goods and services. U.S. origin products have always been 
popular with Pakistani industry and consumers alike, and it is possible that 
the United States will become Pakistan's premier supplier in the coming 
year. The local investment climate is good, and a number of U.S. firms are 


either expanding their operations here or considering Pakistan as a site for 
new investment. 





PART ONE: CURRENT ECONOMIC TRENDS AND OUTLOOK 


Pakistan is one of the world's poorer countries, with annual per capita 
income of approximately $325. Population, now almost 95 million, continues 
to grow at better than 3 percent per year. The relative prosperity of the 
industrialized regions around Karachi and Lahore and the rich farming areas 
of the Punjab contrast sharply with semi-arid Baluchistan and the 
mountainous North West Frontier, remote and largely rural provinces now 
accommodating a large Afghan refugee population. 


Over the past twenty years, Pakistan has experienced an uneven pattern of 
development. Rapid growth in the 1960s was followed by virtual stagnation 
under the socialistic policies of former Prime Minister Bhutto. Between 
1977 and 1983, Pakistan's economy again expanded sharply as the current 
government reestablished economic stability and imposed fiscal discipline. 
Real GDP growth averaged some 6.3 percent per year, with improvement in all 
Major sectors. This steadily improving performance was interrupted in 
Pakistan Fiscal Year (PFY) 1984 -- July 1983 to June 1984 -- primarily due 
to a serious downturn in cotton production, the beginning of a decline in 
emigrant workers' remittances, and a resurgence of inflationary pressures. 
Real GDP growth declined to only 3.4 percent, and an initial downturn was 
witnessed in the balance of payments. 


The economy made a fairly dramatic recovery in PFY 1985. GDP grew by a 
record 8.4 percent to Rs 428 billion (US $28.4 billion), while GNP, 


reflecting a continuing decline in remittances, increased by 7.3 percent to 
Rs 465 billion (US$ 30.8 billion). The agricultural sector experienced 
unusually rapid growth, provisionally estimated at 9.9 percent, compared to 
a contraction of 6.1 percent during the preceding year. Manufacturing grew 
by 8.7 percent, also higher than last year's growth rate. One of the 
striking features of last year's economic development, however, was an 
inability to translate rapid growth in domestic production into higher 
export earnings or increased public revenues, and Pakistan's balance of 
payments and total external and domestic debt positions deteriorated 
accordingly. The country's decreasing foreign exchange reserves and its 
growing budget deficits are cause for some concern. Nevertheless, the 
economy of Pakistan is basically healthy, and the Government is currently 
predicting substantial growth in the year ahead. 


Since the 1979 Soviet invasion of neighboring Afghanistan, the Pakistan 
Government has been at the center of diplomatic efforts to persuade the 
Soviet Union to withdraw its forces from that country. A Pakistan 
determined to resist Soviet political and military pressure, and able to 
give succor to more than two million Afghan refugees, is clearly in the 
United States interest. The United States and Pakistan have as a result 
forged a strong bilateral partnership. Our common effort to promote 
Pakistan's economic development is also focused on furthering the progress 
of political liberalization. Underpinning our bilateral relationship is an 
important foreign assistance program valued at $3.2 billion over the six 
year period 1981-1987. 





AGRICULTURE 


Agriculture is a critical element in Pakistan's economy. The sector employs 
a majority of the labor force, earns, directly or indirectly, approximately 
70 percent of export revenues, and contributes roughly 25 percent to GDP. 
Having insufficient rainfall, Pakistan relies on the world's largest 
contiguous irrigation system, fed by the Indus River and its tributaries, to 
grow cotton and a variety of grains on some 20 million hectares of extremely 
fertile, alluvial soil. The major summer (or "kharif") crops are rice, 
cotton, and sugar cane; the principal winter ("rabi") crop is wheat. Ina 
normal year, these four crops account for more than 50 percent of 
agricultural value-added. Wheat, the staple food for the bulk of the 
population, itself accounts for more than 20 percent of agricultural 
production in a normal year. Pakistan also produces a wide variety of 
fruits and vegetables. 


Between 1979 and 1983, generally favorable weather and improved government 
agricultural policies and services led to growth in production averaging 4.4 
percent per year. AS a result, Pakistan has become one of Asia's few net 
food exporters. The country is generally considered self-sufficient in 
rice, wheat, sugar, and many minor crops, although a poor harvest can force 
Pakistan to import. PFY 1984, however, was one of the worst agricultural 
years in Pakistan's history. Agricultural production was limited by 
unusually bad weather, and output declined by 6.1 percent. Because of the 
dominant position of the agricultural sector, the downturn quickly 
reverberated through the economy and was the principal reason for last 
year's overall poor economic performance. 


In contrast to 1984's poor performance, Pakistan's farmers enjoyed an 
excellent year in PFY 1985. Agricultural production grew by 9.9 percent, 
recovering the losses sustained the year before and surpassing PFY 1983's 
near-record performance. Production of Pakistan's most important cash crop, 
cotton, was 5.93 million bales, or twice the poor harvest of the previous 
year. Rice production was 3.45 million tons, exceeding 1984's record crop 
of 3.3 million tons. Almost 33 million tons of sugar cane was produced in 
PFY 1985, or 5 percent less than last year, due to pest infestation in 
certain areas and a slight decline in fertilizer application. Although 
favorable early season weather and improved supplies of fertilizer and 
certified seed appeared to be leading to a record wheat crop as well, wheat 
growers suffered setbacks in rainfed (barani) areas due to severe drought 
conditions, and the shortage of canal water and tubewell supplies hampered 
irrigated wheat production as well. The final harvest, at 11.7 million 
metric tons, forced Pakistan to import approximately 1.6 million tons of 
wheat at year end instead of adding a small surplus to depleted stocks. The 
production of all other major crops was above average levels. In 
particular, corn production was up, as was that of fruits and vegetables. 
Production of oilseeds during 1984/85 was 2.0 million metric tons, an 89 
percent increase over last year's 1.36 million tons, due by and large to the 
bumper cotton crop. Increased domestic oilseeds production somewhat reduced 
Pakistan's 75 percent dependence on imported supplies of edible oil. 





Agricultural output in the coming year may once again be affected by adverse 
weather conditions. The drought that damaged the wheat harvest last year 


has also caused a substantial decrease in river flows, leading to delays in 
the sowing of the cotton and rice crops, and the shortage of water in May 
and June may also have affected the sugar cane crop. While it is too early 
to predict the actual effects of the drought on the total agricultural 
output for PFY 1986, it is thought that the cotton harvest at least may be 
some 12 percent below the level of last year. 


Pakistan's agricultural efforts are geared towards the consolidation of 
self-sufficiency in foodstuffs, acceleration in the production of cash 
crops, and maximization of foreign exchange earnings from the export of farm 
produce. The Government also considers a continuing rise in farm income and 
the stability of those earnings a major goal. The growth in output of major 
crops nevertheless has generally been the result of expansion of acreage. 
Average yields remain low by world standards and even by those of 
progressive farmers within Pakistan. Most small farmers continue to employ 
traditional cultivation procedures; although high-yield seeds and 
fertilizers are fairly widely used, agricultural pricing policies and the 
low level of government investment in infrastructure remain impediments to 
increased productivity. The Pakistani Government is crying to correct some 
of these basic structural problems by improving the availability and use of 
modern inputs and credit; rehabilitating the aging irrigation system and 
improving water management; providing incentives to farmers willing to grow 
new high-value crops and those with major export potential; and 
strengthening extension services for small and medium-sized farms. 


MANUFACTURING 


Since independence in 1947, successive governments have made attempts to 
transform Pakistan from an agrarian nation into an industrial one. A fairly 
broad industrial base has now been created, producing a wide range of 
products for a burgeoning domestic market, for further processing, or for 
the production process itself. Pakistani industry has also become 
increasingly important to the country's export and development potential. 
The industrial sector contributes approximately 21 percent to GDP. Cotton 
textile manufacturing is Pakistan's most important industry and the largest 
Single industrial employer, accounting for 17 percent of value-added in 
industry. The relative importance of textiles has been declining, however, 
as aging plants have failed to keep up with technological innovations in the 
rest of the world. Pakistan also has important food processing, chemicals, 
pharmaceuticals, petroleum refining, steel, machinery and transport 
equipment, tire, fertilizer and cement industries. 


The manufacturing sector grew by 8.7 percent in PFY 1985, a rate somewhat 
lower than that previously envisioned, but better than the 7.9 percent rate 
of growth the previous year. Were it not for production losses caused by 
load-shedding (electricity cutbacks and brownouts) and demand constraints 
arising in part from growing protectionism in the country's major export 





Markets, the growth target might well have been met. Nonetheless, 
industrial production made important strides in PFY 1985. Although 
production of cotton textiles was hard hit by the previous year's disastrous 
cotton crop (cotton textiles declined by 4.7 percent), production of most 
all other major industrial products was up in PFY 1985: vegetable oil 
(ghee) by 8 percent, cement by 5 percent, soda ash by 14 percent, steel 
products by 16 percent, sugar by 18 percent, tires by 8 percent, and paper 
by 17 percent. Fertilizer production decreased 9 percent, however, due 
primarily to high existing stocks. Due to the acceleration of successful 
oil and gas exploration activities, the mining sector grew by 14.7 percent. 


Industrial output is expected to expand by 8.7 percent during the coming 
year, though the continued likelihood of power cuts and blackouts in most 
areas of the country makes this target somewhat problematic. Fortunately, 
the nation's major industrial center, Karachi, continues to operate without 
serious power restrictions. 


As a matter of policy, Pakistan's government favors a mixed economy. In 
contrast to the 1970s, when the Government nationalized banks and many 
large-scale industrial plants, President Zia's administration has placed 
reliance on the private sector for the task of fueling economic growth 
through new industrial investment. With public sector investment limited 
largely to modernization in those areas where it is already present, the 
Government has now established a disinvestment commission to study the 
partial privatization of state-owned industry. These and other government 
policies are making a substantial contribution to the recovery of the 
industrial sector and are contributing to a restoration of orivate sector 
confidence. Safeguards have been established against further 
nationalizations, investment sanctioning (approval) procedures have been 
streamlined, import liberalization measures have improved the availability 
of imported raw material and capital goods to the industrial sector, and 
another commission has been formed to study progressive government 
deregulation of industrial activity. 


Pakistan's state-owned manufacturing sector is important not so much because 
of its size (it is estimated to account for only about 15 percent of 
industrial value-added), but because of the dominant role it plays ina 
number of key industrial subsectors: cement, fertilizers, vegetable oil, 
chemicals, petroleum, steel, motor vehicles and heavy engineering. Although 
public enterprises lack autonomy and are burdened by inappropriate 
production structures, corporate performance is now substantially better 
than it was during the late 1970s. 


Small-scale and cottage industries produce about 27 percent of value added 
in the sector, but probably employ 80 to 85 percent of the industrial 
workforce. They also play an important economic role, providing a wide 
range of consumer goods at affordable prices using primarily local 
Materials. They are widely dispersed geographically, exhibit a relatively 
high level of efficiency, and promote improved income distribution. 





Exclusively in private hands, the small-scale sector grew by 1l percent in 
PFY 1985. Small scale processors can be a major source of foreign exchange, 
but many of these businessmen have quality control difficulties and suffer 
from insufficient access to foreign markets and imported inputs. The small 
scale sector has been a major export earner in recent years, but its 
performance weakened in PFY 1985. 


While industrial expansion has contributed significantly to overall economic 
growth, efforts still need to be made to enhance industry's contribution to 
export growth and to the creation of jobs. The high level of industrial 
protection and a longstanding bias in favor of import substitution in the 
investment incentive structure have made production for the internal market 
more attractive than production for export. This has led to a misallocation 
of resources, encouraging inefficient industries with no potential for 
exports while discouraging industries with that potential. Incentives to 
improve productivity are eroded in the presence of the high rates of 
profitability which result from protection, and thus protection serves to 


perpetuate those inefficiencies which constrain the growth of efficient 
industry. ! 


ENERGY 


Pakistan's principal commercially exploitable energy resources are 
hydroelectric power and natural gas, followed by oil and coal. The country 


also has non-traditional (solar, wind, and biomass) energy resources. As 
most of the country's energy resources are yet to be fully exploited, the 
prospects for development of domestic energy are considerable. It is 
nonetheless likely that in spite of continuing government efforts, the gap 
between energy supply and demand will continue to widen during the remainder 
of the 1980s, constraining economic development. 


Total primary energy consumption in Pakistan is currently estimated at 24.6 
million tons of oil equivalent (MTOE). Of this, two-thirds are met by 
commercial energy resources and one third by non-commercial resources like 
firewood, charcoal and cow dung. Pakistan depended on imported energy 
resources -- mostly crude oil and product, and some coal -- for 36 percent 
of total commercial energy supply last year. 


Natural gas is Pakistan's main commercially eyploitable energy resource and 
presently accounts for 34 percent of cummercial energy supply. Production 
in 1985 was approximately 16,000 tons per day of oil equivalent, an increase 
of 3.8 percent over last year. Total remaining reserves are currently 
estimated to be about 15.3 trillion cubic feet. Pakistan's geological 
structures are such that as yet undiscovered reserves probably exist. In 
the past, the Government's gas producer pricing policy for new discoveries 
did not provide sufficient incentives to attract private sector exploration 
and development. The price of natural gas was kept below its economic cost 
to encourage the substitution of domestic gas for imported oil, thereby 
cushioning the economy from the effects of rising world oil prices. Now, 
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supported by a World Bank energy sector loan, the Government is committed to 
increasing the price for gas discovered in new concessions. This should 
help attract new ventures in gas exploration, without which serious gas 


shortages would likely continue through the remainder of the decade and 
beyond. 


Crude oil and petroleum products today meet about 38 percent of Pakistan's 
energy requirements. Most crude oil is still imported, but recent domestic 
discoveries of oil are encouraging. Four private oil companies and 
Pakistan's own public-sector Oil and Gas Development Corporation (OGDC) are 
currently engaged in petroleum exploration and development, and new 
discoveries are being made regularly. As a result, oil production 
increased from 13,000 barrels per day in July 1983 to 38,000 barrels per day 
by July of 1985; ongoing exploration in these areas indicates that domestic 
production could be about 45,000 barrels per day by the en of the year. 

One U.S. firm is currently negotiating offshore concessions with the 
Government, and Petro Canada expects to begin offshore drilling in October 
1985. New discoveries at Dhurnal (in the North) and Badin (in the South) 
over time are expected to save Pakistan some $200 Million in imports per 
year at today's prices, reducing total oil and product import volume to less 
than 90,000 barrels per day. Nonetheless, about 80,000 barrels per day of 
crude and 30,000 barrels of product were imported in PFY 1985 at a cost of 


$950 million, equivalent to 16 percent of total imports and 38 percent of 
total export earnings. 


Pakistan's hydropower potential is estimated at 30,000 megawatts; present 
capacity is 4,000 MW or less than 15 percent of realizable potential. Hydro 
provides 19.4 percent of Pakistan's energy needs, with plants last year 
generating about 11,800 kwh of electricity. Power generation in Pakistan 
relies heavily on hydro, but when water flow is curtailed because of 
inadequate rains or snowmelt in the Himalayas, many parts of the country 
experience power cutbacks and blackouts. The development of generating 


capacity has not kept up with demand and the shortfall has increased in 
recent years. 


Pakistan has large coal deposits which now meet about 7 percent of national 
requirements. Pakistan's coal production has expanded less rapidly than 
other sources of energy and currently supplies a lower proportion of total 
domestic energy than it did twenty years ago. Coal reserves are estimated 
at 1.18 billion tons; production of 1.4 million tons of coal annually for a 
300 megawatt power generation station is a major project to be financed by 
various donors at Lakhra and Jamshoro in northern Sind. 


In addition to increases in energy prices, the Government has taken a number 
of measures designed to promote energy conservation, to restructure 
Pakistan's energy sector, to accelerate the development of domestic energy 
resources, to rationalize energy prices and improve policy formulation and 
energy planning capabilites. It is nonetheless likely that energy shortages 
and blackouts will persist through the late 1980s. 





PUBLIC FINANCE, MONEY AND PRICES 


A striking feature of Pakistan's improved economic performance over the last 
five years has been the low growth of investment, especially in the public 
sector, suggesting that rapid increases in output have been achieved in part 
by running down the country's capital base. To sustain growth over the long 
run, major investment, both by the private sector and the Government, must 
be undertaken to upgrade existing facilities and expand infrastructure 
development in key sectors. Government mobilization of domestic resources 
has traditionally been weak. A major constraint in this regard has been the 
Government's inability either to tax Pakistan's agricultural sector or to 
institute meaningful reforms which might control widespread tax evasion in 
other sectors. The 13 percent ratio of tax collections to GDP has always 
been low in comparison with many other developing countries, and the low tax 
base has traditionally constrained Government current and development 
budgets. Indirect taxes are traditionally the principal sources of revenue; 
taxes on foreign trade accounted for 43 percent of total taxes in PFY 1985. 
Excise taxes were the next most important tax. Direct taxes on individuals 
and business supplied only 18 percent of total tax revenue, due to the 
limited base on which they are imposed. There are a number of tax 
exemptions in the form of tax holidays, accelerated depreciation rates and 
tax credits which are provided to the manufacturing sector to encourage new 
investment and these limit the tax base further. Income derived from the 
agricultural sector, accounting for one-third of GNP, is exempt from income 
tax. Considering that almost 40 percent of agricultural land in Pakistan is 
owned by large farmers, and given the existing income tax rate structure, a 
tax on agricultural income should increase direct tax revenues markedly. 


The PFY 1985 federal budget deficit was Rs 38.3 billion last year. The 
Government was forced to borrow Rs 17.6 billion from the domestic banking 
system to cover that part of the gap not financed by foreign assistance or 
national savings schemes. The gap arose because (1) the Government's tax 
revenues were below target in all categories as foreign trade and industrial 
production slowed, (2) expenditure overruns were particularly serious in the 
area of subsidized foodstuffs due to high prices for edible oil and wheat, 
and (3) debt service payments exceeded planned levels in rupee terms because 
of dollar appreciation. Increased expenditures on defense, due in large 
part to the continued Soviet presence in bordering Afghanistan, and larger 
contributions to provincial governments in reimbursement for election 
expenses also took their toll. 


The Government hopes to avoid major recourse to deficit financing from the 
banking sector in the coming year. In order to finance a six percent 
increase in current expenditures and a 23 percent boost in development 
outlays, Pakistan's PFY 1986 budget will rely on substantial borrowing from 
the public through three new national savings schemes in addition to the 
usual tax revenue measures. The Government also plars to offer Rs 2 billion 





worth of shares in state-owned enterprises to the general public as a way of 
increasing revenues. One of the most notable facets of the current budget 
is the Special National Fund bond campaign, a vehicle by which the 
government hopes to attract into the banking system hidden or "black" 
resources. In the absence of new tax measures, these and other savings 
schemes have served to mobilize resources from private savings which would 
otherwise not have been available to the formal sector. However, continued 
or growing Government reliance on private savings to finance public 
expenditure could begin to crowd out private sector expansion as well as 
raise the Government's debt-service obligations. The 1986 budget also 
Iandates the formation of commissions to study tax reform and increased 
government mobilization of resources, disinvestment of public sector 
industries, and further deregulation of the economy. The new budget 
partially rationalized and simplified the taxation system: the authorities 
hope that by lowering tax rates they will reduce widespread tax evasion. 


About 38 percent of Pakistan's budget for PFY 1986 and 54 percent of its 
current expenditure is devoted to defense and interest payments on 
accumulated debt. Subsidies on wheat, edible oils, fertilizer, and various 
exports also impose a heavy burden. Only 7.1 percent of federal current 
expenditure goes to the provision of economic and social services, a level 
already very low in comparison to needs. The PFY 1986 development program 
calls for Rs 54 billion worth of public sector investment and Rs 36 billion 
of private. Of the total amount, the federal budget will provide Rs 37.8 
billion; power generation projects will receive a quarter of the total, 
followed by transportation (both rail and road), water (irrigation and 
desalinization), and fuels development. Education projects will also 
receive substantial funding, largely through the various provincial 

budgets. Additional emphasis will be placed on reducing the disparities 
between the more- and less-developed parts of the country. However, 
Pakistan's development budgets do not always achieve their targets. Current 
revenue shortfalls and continuing problems with project implementation often 
slow the rate of utilization of external project aid, on which much of the 
development budget depends. In order to safeguard the development 
priorities in the current Sixth Five-Year Plan, the Government has announced 
the reintroduction of "three-year rolling plans" based on a more realistic 
assessment of resource availability and core investment in key sectors. By 
protecting priority investments, the effectiveness of the public investment 
program will be safeguarded as resources fall short of planned targets. 


In spite of large amounts of deficit financing from the banking system (over 
17.6 billion rupees, or more than 3.75 percent of total GNP), monetary 
expansion was contained at approximately 13 percent; inflation, as measured 
by the consumer price index was 7.3 percent. Once again, monetary expansion 
was below that of nominal GDP, as has been Pakistan's stated policy. A 
variety of factors contributed to the 7.3 percent inflation rate in PFY 
1985. First, the Government's deficit financing operations contributed to 
expansionary pressure on aggregate demand. Second, price increases of some 
imported commodities (fertilizer, petroleum and petroleum products, and 
tea) caused higher prices in the domestic economy. Third, the 





Pakistani rupee depreciated by 12 pecent against the dollar (though not 
other trading currencies), which further increased the rupee import cost for 
the economy. Fourth, decreased production of wheat and cotton last year 
influenced the prices of wheat flour and cotton=-based products this year. 


The Government has moved to facilitate the availablility of credit for 
domestic investors. The State Bank of Pakistan relies on direct measures, 
primarily an annual credit plan, rather than on interest rates to allocate 
credit. Interest rates in Pakistan have historically been skewed in that 
they rise for long-term deposits and fall for long-term loans. Such cross 
rates disadvantage long-term lending. Private investment in manufacturing 
increased 27 percent in PFY 1985 over the previous year; agricultural 
investment increased 12 percent. Public sector investment continues to 
decrease as a percentage of GNP as the Government de-emphasizes expansion of 
the State-owned sector. Rs 77 billion has been invested during the period 


1977-1985, more than eight times the level invested during the eight years 
previous to 1977. 


BALANCE OF PAYMENTS 


After a significant improvement in PFY 1983, Pakistan's balance of payments 
deteriorated in PFY 1984, and this trend has continued into PFY 1985. The 
country's ongoing foreign exchange difficulties originated two years ago 
when a disastrous cotton crop and rising prices for several 
non-discretionary imports caused a serious downturn in the trade balance. 
The same factors were in operation in PFY 1985: the trade deficit worsened 
by 11 percent, and when added to a 10.5 percent decline in remittances, last 
year's current account deficit increased to $1,804 million from $1,031 
Million the year before. With net capital flows up only slightly, a 
drawdown of $930 Million was necessary to finance the gap. Gross official 
reserves (minus gold) on June 30, 1985 were only $8 48 Million, less than 


one-half the level of the year before, and covering just over seven weeks of 
imports. 


At the present time, Pakistan projects a slight recovery in its 1986 
external accounts. Export earnings are expected to increase by 16 percent. 
Last year's excellent cotton harvest is likely to result in higher export 
volumes of raw cotton and cotton goods at a time when cotton prices are 
expected to pick up again slightly. Primarily due to increased domestic 
production of hydrocarbons and to falling world prices for tea and edible 
oil, the import bill is not expected to grow. Although remittances may 
continue their recent decline, increases in foreign assistance disbursements 
and higher levels of private long-term capital inflows expected through the 
new foreign exchange bearer bond scheme may eliminate the need for further 
reserve drawdowns in the year to come. Discussions on the balance of 


payments situation are under way between Pakistan and the International 
Monetary Fund. 





Raw cotton and semi-finished cotton goods regained their usual dominance in 
Pakistan's export inventory last year, accounting for better than one-third 
of total export revenues. Unfortunately, a good crop coincided with falling 
world cotton prices, preventing Pakistan from realizing its full export 
earnings potential from these products. A Shortfall in rice exports 
occurred, due both to declining world prices and lower volume caused by 
strong competition from Thailand and India in Pakistan's traditional export 
markets. Exports of garments and synthetic textiles also fared poorly, 
partially due to increasing protectionism in major industrial country 
Markets. In spite of poor export performance for the second year in a row, 
Pakistan's appetite for imported goods increased somewhat. Tea imports 
increased 21 percent in value, and the value of imports of machinery and 
other intermediate goods increased by an average of 4.5 percent. However, 
imports of edible oil, while high, were less than projected. 


Workers' remittances continue to be an important source of foreign exchange 
for Pakistan, and exceeded export receipts in PFY 1985. The level of 
workers' remittances last year was $2,450 Million, or 10.5 percent below the 
previous year. The main cause for this decline, besides the employment 
slump in the Middle Eastern countries, appears to be the appreciation of the 
dollar against the rupee. Indications are that increasing amounts of 
remittances move through unofficial channels, because the exchange rates 


offered by "hundi" or unofficial foreign exchange dealers are higher than 
the official rate. 


ISLAMI ZATION 


In its desire to bring the domestic banking and financial system into line 
with Islamic precepts, the Government of Pakistan recently eliminated the 
concept of interest from all but a few domestic financial transactions. The 
final abolishment of interest-bearing or paying financial instruments, 
except for those issued by the government itself, took place on July l, 
1985. All foreign exchange transactions within the country will continue to 
be on an interest-bearing or paying basis, however, as will any foreign 
transaction. Banks are no longer able to accept interest-bearing deposits; 
depositors henceforth share in the profits and losses of the financial 
institution holding their funds. All financing provided by domestic banks 
to individuals or corporations must now be extended in accordance with one 
of several interest-free modes of financing approved by the State Bank. 
Among the most important of the permissible Islamic modes of financing are 
(1) mark-up (in which a financial institution purchases and then resells a 
good or a service to a client at a price over original cost); (2) leasing or 
hire-purchase operations; (3) musharika (in which the lender takes part of 
the financial risk and shares a predetermined percentage of the return on 
the promoter‘s investment); (4) modaraba (in which funds are raised directly 
from the public as a fixed term debenture but with dividends varying with 
the profitability of the borrower); and (5) participation term certificates 
(another form of Islamic debenture). At this time, most financing is being 
done on a mark-up basis. 





The new system has been operating for only three months and while banking 
practice in Pakistan has been radically altered, there has been little or no 
apparent dislocation of economic activity. United States banks operating in 
Pakistan, while somewhat restricted by U.S. banking law regarding the types 
of operations they may conduct under Islamic banking, believe that they can 
continue to be profitable under an Islamic system. The Government of 
Pakistan has taken steps to minimize disruption to the business sector; in 
particular, we should shortly see a new circuit of commercial courts to hear 
default cases and, if need be, to provide monetary remedies to banks which 
are prohibited from assessing additional finance charges for late 
repayments. Other modifications have been made in corporate and banking law 
to safeguard the management autonomy and interests of firms which, in order 
to obtain loans, must enter into a limited partnership with the lender. 


PART TWO: IMPLICATIONS FOR THE UNITED STATES 


Although some elements of Pakistan's economy, the balance of payments in 
particular, continue to be under strain, the economy is basically healthy. 
The 8.4 percent growth in GDP last year, and the Government's current 
projections for another good year in PFY 1986, would indicate that Pakistan 
will remain an expanding market for imported machinery, industrial raw 
Materials, and consumer goods. With the Islamization of the banking system 
not disruptive to business, the actual impact on foreign nationals doing 
business with and in Pakistan seems not to have affected profits or 
operations. Just how true this is should be clearer by the end of 1985. 
Foreign currency holdings will in any case be exempted from the provisions 
prohibiting payment of interest. 


We have noted that Pakistan receives large amounts of U.S. economic and 
military assistance. The $3 .2 billion, six-year package is divided roughly 
equally between economic and military aid. The §1.625 billion in economic 
aid (two-thirds grant and one-third concessional loans) takes a 
development-oriented approach with emphasis on providing balance of payments 
Support. This is reflected in the considerable commodity component (to 
finance imports of PL-480 edible oil, phosphatic fertilizer, agricultural 
and energy equipment, insecticides and contraceptives). The focus of the 
projects corresponds with the Government's priority on development of the 
agriculture, energy and social services sectors. The military assistance 
package is composed of $1.575 billion in Foreign Military Sales (FMS) 
guaranteed credits to be extended over five years beginning in PFY 83. Our 
aid program provides opportunities for sales of U.S. manufactured goods and 
services. 


Also as noted above, the Government of Pakistan spends a considerable 
percentage of its budget on defense. The Pakistani armed services are 
familiar with U.S. military equipment. In addition to purchases under FMS, 
there are opportunities for American companies to sell for cash defense and 
defense-related equipment, including, for example, road-building and 





transport equipment, communications systems, radars, and bridges. There is 
an expanding market for other U.S. goods and services, which have always 
been extremely popular in Pakistan. 


Despite a strong dollar, the U.S. was Pakistan's second biggest supplier 
after Japan in 1985 with a market share of 11 percent. It is possible that 
the U.S. will move into first place in PFY 1986. American exporters can 
successfully exploit their advantages in this expanding market by taking a 
more personalized approach in handling trade and investment inquiries, by 
making personal visits, and by giving greater support to their local agents 
Or distributors. The U.S. has been a major supplier of agricultural 
products, especially wheat, edible oil, and tallow. Other major exports 
have been chemicals, fertilizers, industrial raw materials, machinery and 
transport equipment. Although increased domestic production of wheat and 
urea fertilizer has largely eliminated the need for fertilizer imports, new 
prospects for U.S. exports are arising as Pakistan seeks to develop its 
infrastructure and to foster import substitution and export-oriented 
industries. Good opportunities exist for sales of agricultural machinery 
and implements, vegetable oil, tallow, soybean meal, phosphatic fertilizer, 
food processing and packaging equipment, chemical and petrochemical industry 
equipment, railroad equipment, electric power generation, transmission and 
distribution equipment, textile and leather machinery and equipment, 
telecommunications equipment, oil and gas field machinery, process control 
instrumentation, mining and extraction machinery, earthmoving and 


construction machinery, electronic industry production and testing 
equipment, analytical and scientific instruments, motor vehicles and 
equipment, hospital and health care industry equipment, computers and 
peripheral equipment (including mini-computers and word processors). 
Services are another area of good opportunity for American firms, including 
airport construction, energy, communications and transportation project 
design, and engineering. 


In spite of the numerous opportunities listed above, Pakistan's restrictive 
import policies in many product categories and high tariffs and taxes as 
well as limits on technical assistance fees and royalty payments can impede 
successful large-scale market penetration and competitiveness for certain 
U.S. products and exporters. U.S. firms interested in a substantial market 
share should consider local direct investment or joint venture partnership. 
The Government of Pakistan welcomes foreign private investment especially in 
industrial projects involving advanced technology and heavy capital outlays 
like engineering, basic chemicals, petrochemicals, electronics and other 
capital goods industries. Foreign investment in agroindustry is also 
sought, but new investment in some service areas, especially insurance, 
banking, and consulting, is discouraged. An export processing zone (EPZ) 
has been set up in Karachi to attract foreign investment in export-oriented 
industries. The concessions and facilities offered by the EPZ include duty 
free import and export of goods and tax exemptions. To date, 45 foreign 
firms have received approval for $272 million worth of investment in the 
zone. The main elements of the Government's July 1984 industrial policy 
statement are: (1) reform of the tariff structure and the continuation of an 





appropriate foreign exchange rate policy to strengthen the competitiveness 
of Pakistani industry; (2) simplification of the government approval process 
for investment projects and an increase in investment sanctioning limits; 
(3) specific incentives to encourage domestic and foreign private investment 
through fiscal and tariff measures; (4) easier access to investment credit 
and foreign credit in particular; (5) encouragement of industrial estates to 
relieve infrastructure shortages and to promote new investment in an effort 
to reduce regional economic disparities; (6) continuation of the system 
which provides monetary rewards to managers for the improved efficiency of 
public manufacturing enterprises. 


Tne Government particularly encourages foreign private investment in the 
form of joint equity participation with local investors. In reviewing 
project proposals for joint ventures, the Government of Pakistan seeks to 
authorize projects which: (a) serve overall national objectives; (b) 
contribute to the development of capital, technical, and managerial 
know-how; (c) lead to the discovery, mobilization, or better utilization of 
national resources; (d) strengthen the balance of payments; and (e) result 
in substantially increased employment opportunities in Pakistan. There is 
no shortage of Pakistani companies interested in forming joint ventures 
with American partners, but it does behoove the American investor to 
exercise caution in his choice of a joint venture partner. 


The Foreign Private Investment (Promotion and Protection) Act of 1976 
provides security against expropriation and adequate compensation for 
acquisitions. The Act also guarantees to foreign investors the right to 
repatriate funds up to the amount of the original investment, profits, and 
any additional amount resulting from re-invested profits or appreciation of 
the capital investment. Foreign nationals employed in industrial 
undertakings having foreign private investment may make remittances of their 
monthly salaries or (at the end of their tenure) of their accrued savings. 
National treatment with respect to laws, rules and regulations relating to 
importation and exportation of goods is provided. In addition, the 
U.S.-Pakistan Treaty of Friendship and Commerce provides for national 
treatment of U.S. businessmen in other areas. Also in force between the 


United States and Pakistan is a treaty which provides for the avoidance of 
double taxation. 


At present, U.S. direct private investment in Pakistan, which is estimated 
at $109 million, is concentrated in fertilizer and pharmaceuticals. Several 
American multinationals operating here have recently expanded their 
investment or are in the process of doing so. Other major U.S. firms are in 
the process of negotiating new investment approvals either as the result of 
in-house studies or the 1983 OPIC investment mission. Good opportunities 
exist for joint ventures between U.S. and Pakistani firms, especially in the 
manufacture of surgical equipment, sporting goods, chemicals, automobile 
parts, and in fisheries, mining, and the livestock/dairy industry. U.S. 
companies are involved in oil exploration and production in Pakistan; others 
have shown interest in both onshore and offshore concessions. Four major 
American banks have branches in Karachi, Lahore, and Islamabad/Rawalpindi. 
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Pakistan also looks to the United States as an important export market. 
American retailers find Pakistani textiles, apparel, sporting goods, and 
leather products particularly attractive. There are, however, quotas 
limiting the amount of Pakistani shipments to the U.S. market. Bilateral 
trade in textiles is governed by the current Pakistan-U.S. Textile Agreement 
which was signed in 1983. The United States Department of State and the 
Department of Commerce's Foreign Commercial Service maintain four posts in 
Pakistan, any of which can provide more details on the local economic, 
business or investment climate at any given time. Visiting businessmen are 
particularly welcome at the offices of the American Consulate General, 
located at 8, Abdullah Haroon Road in Karachi, Pakistan's commercial and 
financial capital. The Consulate General telephone is 515081, telex 
82-02-611. Business visitors are also welcome at the American Embassy, 
Diplomatic Enclave, Islamabad, telephone 826161, telex 952-05-864; at the 
American Consulate General in Lahore at 50 Zafar Ali Road, Gulberg V, 
telephone 870221; or at the American Consulate in Peshawar at 11 Hospital 
Road, telephone 73405. Please note that the workweek in Pakistan begins on 
Sunday. The weekend is Friday and Saturday. 





WHO, ME? EXPORT? 
YES, YOU! 


You don’t have to be a big corporation to sell your 
products overseas. If you’ve been successful in 
the domestic market, chances are good you could 
do well in the world markets—and reap the profits. 


BUT HOW DO | START? 


That’s a good question. We have a 

handy, step-by-step guide book with the 

answers. Just send us the coupon below, 
and we’ll show you how to begin. 


WHY DOES THE GOVERNMENT 
WANT TO HELP ME? 


Exporting means greater profits and 
increased company growth for American 
businesses—your business. It also 
creates jobs for Americans, contributes 
to a healthier economy, and strengthens 
our international trade position. 
Exporting is not only good for you—it’s 
good for America. 


SEND FOR YOUR COPY OF 
A BASIC GUIDE 
TO EXPORTING TODAY! 


U.S. DEPARTMENT OF COMMERCE 


INTERNATIONAL TRADE 
ADMINISTRATION 


ORDER FORM To: Superintendent of Documents, U.S. Government Printing Office, Washington, D.C. 20402 


Send copies of A BASIC GUIDE TO i 
EXPORTING at $6.50 ee Credit Cards Orders Only 
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Confused 


about the electric current-type, i : 
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Let ELECTRIC CURRENT ABROAD 
solve your problems. 


A a 
SEAL is a HANDBOOK for U.S. NN y= 


manufacturers and exporters as well 
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abroad. 


ORDER YOUR COPY TODAY. Use the coupon below. 
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Looking for 
an overseas 
BUYER? AGENT? 
DISTRIBUTOR? 


To receive a free 
Trade Lists index 


Find one or find out about 


the full range of Com- 


in the New | . 
Commer ce to Commerce in 
Department cW Washington, D.C. or 


contact your nearest 
Trade L ist Commerce district office. 
for ' The Washington address is: 
Computer. Sand 3 U.S. Department of Commerce, 


International Trade Administration, 


Peripherals Trade Lists, Room 1324, 


Washington,D.C. 20230. 


Trade Lists: The indispensible overseas marketing tool 
Trade Lists: Names and addresses of overseas buyers, agents, distributors 
Trade Lists: Names provided by U.S. Government foreign commercial officers 


Ask about some of the other Commerce export aid products such as credit reports on 


overseas companies, foreign market research surveys, agent searches and computer database 
retrievals. 











